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California Energy Commission 

Workshop	
  Overview	
  

•  Purpose	
  and	
  structure	
  of	
  the	
  workshop	
  
•  Primary	
  quesDons	
  of	
  interest	
  
•  Public	
  comments	
  
•  California	
  Ethanol	
  Producer	
  IncenDve	
  Program	
  (CEPIP)	
  review	
  
•  Ethanol	
  plant	
  profitability	
  
•  PotenDal	
  crush	
  spread	
  formula	
  modificaDons	
  	
  
•  Ethanol	
  oversupply	
  
•  Ethanol	
  “blend	
  wall”	
  –	
  efforts	
  to	
  raise	
  level	
  to	
  E15	
  
•  Increasing	
  corn	
  costs	
  
•  Drought	
  conDnues	
  
•  AB118	
  strategic	
  goals	
  &	
  biofuel	
  investments	
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California Energy Commission 

Purpose	
  &	
  Structure	
  of	
  Workshop	
  

•  Discuss	
  advanced	
  biofuel	
  (ethanol)	
  and	
  the	
  California	
  Ethanol	
  
Producer	
  IncenDve	
  Program	
  (CEPIP)	
  funding	
  and	
  the	
  future	
  
role	
  and	
  prospects	
  of	
  biofuel	
  producDon	
  in	
  California	
  

•  Gather	
  informaDon	
  to	
  assist	
  Commissioners	
  and	
  staff	
  to:	
  
–  Evaluate	
  policy	
  and	
  market	
  drivers	
  of	
  commercial	
  ethanol	
  producDon,	
  
–  Assess	
  project	
  and	
  industry	
  economics,	
  and	
  	
  
–  Understand	
  the	
  policy	
  implicaDons	
  and	
  investments	
  needed	
  to	
  spur	
  

the	
  commercializaDon	
  of	
  advanced	
  biofuel	
  producDon	
  in	
  California	
  

•  Three	
  moderated	
  panels	
  
–  Corn	
  ethanol	
  producDon	
  and	
  co-­‐products	
  	
  
–  Biofuel	
  market	
  outlook	
  and	
  government	
  policies	
  
–  Advanced	
  biofuel	
  producDon	
  projects	
  in	
  California	
  and	
  De-­‐in	
  to	
  

exisDng	
  ethanol	
  plants	
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California Energy Commission 

Primary	
  QuesDons	
  of	
  Interest	
  

•  How	
  do	
  CEPIP	
  funds	
  for	
  corn	
  ethanol	
  producDon	
  plants	
  
accelerate	
  commercial-­‐scale	
  producDon	
  of	
  advanced	
  biofuels	
  in	
  
California?	
  

•  When	
  will	
  commercial-­‐scale,	
  low	
  carbon	
  advanced	
  biofuel	
  
producDon	
  in	
  California	
  occur?	
  

•  What	
  barriers	
  impede	
  efforts	
  to	
  achieve	
  commercial-­‐scale	
  
advanced	
  biofuel	
  producDon	
  and	
  what	
  other	
  financial	
  incenDve	
  
mechanisms	
  might	
  help	
  to	
  overcome	
  the	
  barriers?	
  

•  What	
  is	
  the	
  contribuDon	
  of	
  corn	
  ethanol	
  plants	
  in	
  terms	
  of	
  jobs	
  
and	
  economic	
  development	
  in	
  California?	
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California Energy Commission 

Primary	
  QuesDons	
  of	
  Interest	
  

•  What	
  is	
  the	
  contribuDon	
  of	
  corn	
  ethanol	
  plants	
  in	
  fulfilling	
  policy	
  
goals	
  such	
  as	
  the	
  Low	
  Carbon	
  Fuel	
  Standard?	
  

•  How	
  much	
  addiDonal	
  funding	
  is	
  needed	
  for	
  CEPIP,	
  if	
  any,	
  and	
  how	
  
much	
  is	
  needed	
  for	
  each	
  facility?	
  

•  To	
  what	
  extent	
  and	
  when	
  will	
  the	
  growth	
  of	
  E15	
  blends	
  or	
  other	
  
factors	
  affect	
  naDonwide	
  ethanol	
  pricing	
  and	
  diminish	
  the	
  need	
  
for	
  CEPIP	
  incenDves?	
  

•  How	
  does	
  the	
  recent	
  heat	
  wave	
  in	
  the	
  Midwest	
  affect	
  corn	
  
pricing	
  and	
  the	
  ethanol	
  producDon	
  “crush	
  spread”	
  price?	
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California Energy Commission 

Public	
  Comments	
  

•  Lead	
  Commissioner	
  for	
  TransportaDon	
  will	
  accept	
  oral	
  comments	
  
during	
  the	
  public	
  comments	
  porDon	
  of	
  the	
  workshop	
  

•  Comments	
  may	
  be	
  limited	
  to	
  5	
  minutes	
  per	
  speaker	
  
•  Any	
  comments	
  will	
  become	
  part	
  of	
  the	
  public	
  record	
  in	
  this	
  

proceeding	
  
•  Wriden	
  comments	
  should	
  be	
  submided	
  to	
  the	
  Dockets	
  Unit	
  by	
  5	
  

p.m.	
  on	
  August	
  17,	
  2012	
  
•  Wriden	
  comments	
  will	
  be	
  also	
  accepted	
  at	
  the	
  workshop	
  
•  Two	
  comment	
  periods	
  

–  Before	
  lunch	
  	
  
–  Conclusion	
  of	
  panel	
  discussions	
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California Energy Commission 

CEPIP	
  Review	
  

•  Purpose	
  of	
  the	
  program	
  is	
  to	
  provide	
  a	
  process	
  for	
  California	
  
biorefiners	
  to	
  reduce	
  their	
  environmental	
  footprint	
  

•  Program	
  will	
  result	
  in	
  reduced	
  greenhouse	
  gas	
  emissions	
  from	
  
California	
  faciliDes	
  

•  Program	
  will	
  iniDate	
  a	
  transiDon	
  away	
  from	
  food	
  crops	
  and	
  result	
  
in	
  an	
  increased	
  use	
  of	
  local	
  waste-­‐based	
  or	
  energy	
  crops	
  

•  Provide	
  payments	
  to	
  California	
  ethanol	
  producers	
  under	
  specific	
  
unfavorable	
  market	
  condiDons	
  

•  In	
  return,	
  require	
  reimbursement	
  by	
  parDcipants	
  to	
  the	
  PIP	
  
Trustee	
  of	
  any	
  outstanding	
  PIP	
  payment	
  balances	
  under	
  
specifically	
  idenDfied	
  favorable	
  market	
  condiDons	
  

•  No	
  other	
  program	
  in	
  the	
  United	
  States	
  has	
  these	
  unique	
  
adributes	
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California Energy Commission 

CEPIP	
  Review	
  

•  The	
  2008-­‐2009	
  FY	
  Investment	
  Plan	
  cycle	
  allocated	
  $6	
  million	
  for	
  
this	
  funding	
  solicitaDon	
  

•  Three	
  California	
  faciliDes	
  parDcipaDng	
  in	
  CEPIP	
  
–  AemeDs	
  Keyes	
  facility	
  
–  Calgren	
  Pixley	
  facility	
  
–  Pacific	
  Ethanol	
  Stockton	
  facility	
  

•  Nearly	
  $6	
  million	
  CEPIP	
  payments	
  to	
  date	
  
–  IniDal	
  payment	
  occurred	
  January	
  2011	
  
–  IniDal	
  funding	
  exhausted	
  within	
  three	
  months	
  
–  No	
  addiDonal	
  funding	
  provided	
  beyond	
  iniDal	
  solicitaDon	
  

•  No	
  reimbursement	
  for	
  CEPIP	
  payments	
  to	
  date	
  
–  Sustained	
  unfavorable	
  market	
  condiDons	
  
–  Excess	
  domesDc	
  ethanol	
  supply	
  &	
  high	
  feedstock	
  costs	
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California Energy Commission 

Ethanol	
  Plant	
  Profitability	
  

•  Ethanol	
  plant	
  profitability	
  dictated	
  by	
  changing	
  market	
  condiDons	
  
–  Corn	
  prices	
  (costs)	
  primarily	
  impacted	
  by	
  

•  End-­‐of-­‐season	
  inventory	
  levels	
  
•  New	
  crop	
  projecDons	
  	
  

–  Ethanol	
  prices	
  (revenue)	
  primarily	
  impacted	
  by	
  
•  Excess	
  producDon	
  capacity	
  
•  Changing	
  demand	
  

•  AddiDonal	
  revenue	
  streams	
  provide	
  important	
  income	
  
–  Wet	
  disDllers	
  grain	
  (WDG)	
  
–  Corn	
  oil	
  

•  Ethanol	
  plant	
  profitability	
  has	
  recently	
  declined	
  
–  Has	
  resulted	
  in	
  temporary	
  closure	
  of	
  some	
  U.S.	
  ethanol	
  plants	
  
–  Nearly	
  9	
  percent	
  of	
  U.S.	
  producDon	
  capacity	
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California Energy Commission 

Ethanol	
  Crush	
  Spread	
  

•  Ethanol	
  “crush	
  spread”	
  is	
  one	
  measure	
  of	
  fluctuaDng	
  profitability	
  
–  EssenDally	
  a	
  difference	
  between	
  ethanol	
  revenue	
  and	
  corn	
  costs	
  
–  One	
  bushel	
  of	
  corn	
  can	
  be	
  converted	
  to	
  2.74	
  gallons	
  of	
  ethanol	
  

•  Current	
  crush	
  spread	
  formula	
  

•  Formula	
  does	
  not	
  account	
  for	
  addiDonal	
  revenue	
  and	
  costs	
  
–  WD	
  revenue	
  far	
  exceeds	
  natural	
  gas	
  costs	
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CA	
  Ethanol	
  Crush	
  Spread	
  –	
  Under	
  Pressure	
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Current formula does not 
capture co-product revenue 



U.S.	
  Growing	
  Importance	
  of	
  DGS	
  Revenue	
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Proposed revised CEPIP formula should incorporate 
revenue from wet distillers grains & NG costs. 



Ethanol	
  Crush	
  Spread	
  –	
  Revised	
  Formula	
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More accurately reflects profitability of California ethanol producers. 



California Energy Commission 

Ethanol	
  Oversupply	
  

•  Ethanol	
  producDon	
  in	
  the	
  United	
  States	
  has	
  been	
  growing	
  
–  Federal	
  and	
  state	
  mandates	
  
–  TransiDon	
  away	
  from	
  MTBE	
  

•  Will	
  plateau	
  
–  RFS2	
  limit	
  
–  Declining	
  gasoline	
  demand	
  
–  Current	
  10	
  percent	
  limit	
  

•  Excess	
  supply	
  has	
  resulted	
  
–  Lower	
  market-­‐clearing	
  prices	
  
–  U.S.	
  has	
  transiDoned	
  to	
  net	
  exporter	
  

•  NegaDvely	
  impacted	
  ethanol	
  producers’	
  profitability	
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U.S.	
  Ethanol	
  ConcentraDon	
  in	
  Gasoline	
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U.S. gasoline is at or near maximum ethanol blend limit 

• E85 sales are currently uneconomical but were    
previously beneficial for most of 2012 

• E15 sales very limited & several hurdles remain 

Source: Energy Information Administration 



California Energy Commission 

Sources: Energy Information 
Administration, USDA Foreign Agricultural 
Service & Energy Commission analysis. 

U.S. shifted to net 
exporter at end of 2009 
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California Energy Commission 

Ethanol	
  Blend	
  Wall	
  

•  On	
  March	
  6,	
  2009,	
  Growth	
  Energy	
  and	
  54	
  ethanol	
  producers	
  
requested	
  U.S.	
  EPA	
  to	
  allow	
  for	
  higher	
  blends	
  of	
  ethanol	
  in	
  
gasoline	
  –	
  greater	
  than	
  the	
  10	
  percent	
  “blend	
  wall”	
  

•  U.S.	
  EPA	
  issued	
  decision	
  of	
  parDal	
  waiver	
  approval	
  on	
  October	
  13,	
  
2010	
  –	
  not	
  a	
  requirement	
  to	
  use	
  E15	
  

•  Approval	
  limited	
  to	
  light-­‐duty	
  vehicles	
  &	
  medium-­‐duty	
  passenger	
  
vehicles,	
  MY2001	
  and	
  newer	
  
–  67.2	
  percent	
  of	
  exisDng	
  car	
  and	
  light	
  truck	
  fleet	
  for	
  2011	
  
–  Excludes	
  MY2000	
  and	
  older	
  vehicles,	
  marine	
  engines,	
  motorcycles,	
  heavy-­‐

duty	
  vehicles,	
  and	
  non-­‐road	
  equipment	
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E15	
  –	
  Recent	
  Events	
  &	
  PotenDal	
  Demand	
  

•  U.S.	
  EPA	
  approves	
  E15	
  misfueling	
  miDgaDon	
  plans	
  –	
  June	
  15	
  
–  56	
  E15	
  registraDon	
  applicaDons	
  approved	
  through	
  July	
  13	
  

•  Retail	
  E15	
  sales	
  begin	
  at	
  service	
  staDon	
  –	
  July	
  11	
  
–  Zarco	
  66	
  staDon	
  located	
  in	
  Lawrence,	
  Kansas	
  is	
  first	
  in	
  naDon	
  

•  TheoreDcal	
  maximum	
  incremental	
  ethanol	
  demand	
  volume	
  in	
  
excess	
  of	
  4.0	
  billion	
  gallons	
  
–  2011	
  ethanol	
  use	
  in	
  U.S.	
  approximately	
  13.1	
  billion	
  gallons	
  
–  2011	
  exports	
  exceeded	
  900	
  million	
  gallons	
  

•  Would	
  require	
  25	
  percent	
  penetraDon	
  to	
  eliminate	
  exports	
  

•  Volume	
  will	
  not	
  quickly	
  approach	
  this	
  higher	
  quanDty	
  for	
  several	
  
reasons...	
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37	
  States	
  With	
  E15	
  Blending	
  RestricDons	
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E15	
  –	
  Specific	
  State	
  RestricDons	
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California Energy Commission 

E15	
  Waiver	
  –	
  Other	
  Challenges	
  Await	
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•  Federal	
  RFS	
  Complex	
  Model	
  
regulaDons	
  would	
  need	
  to	
  be	
  revised	
  
–	
  1/3	
  of	
  gasoline	
  –	
  proposed	
  in	
  waiver	
  

•  Rvp	
  waiver	
  for	
  convenDonal	
  gasoline	
  
during	
  summer	
  months	
  would	
  not	
  be	
  
allowed	
  –	
  refiners	
  would	
  need	
  to	
  
produce	
  more	
  expensive	
  (lower	
  Rvp)	
  
base	
  gasoline	
  

•  Segregated	
  storage	
  and	
  UL-­‐approved	
  
dispensers	
  required	
  in	
  most	
  cases	
  

•  No	
  vehicle	
  warran9es	
  allow	
  ethanol	
  
blends	
  in	
  excess	
  of	
  10	
  percent	
  by	
  
volume	
  



California Energy Commission 

E15	
  Waiver	
  –	
  DisincenDves	
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•  No	
  liability	
  protecDon	
  provided	
  by	
  
Congress	
  against	
  mis-­‐fueling	
  &	
  
potenDal	
  vehicle	
  damage	
  claims	
  for	
  
vehicles	
  prior	
  to	
  MY2001	
  

•  Pump	
  labels	
  will	
  not	
  be	
  sufficient	
  to	
  
prevent	
  mis-­‐fueling	
  by	
  consumers	
  

•  PotenDal	
  benefit	
  of	
  lower-­‐cost	
  
ethanol	
  blendstock	
  unlikely	
  to	
  
offset	
  increased	
  infrastructure	
  
costs,	
  liability	
  exposure	
  and	
  limited	
  
customer	
  base	
  



California Energy Commission 

E15	
  Waiver	
  –	
  Other	
  Challenges	
  Await	
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•  California	
  has	
  its	
  own	
  
reformulated	
  gasoline	
  regulaDons	
  

•  PredicDve	
  Model	
  predicated	
  on	
  
equaDons	
  from	
  CA	
  vehicle	
  tesDng	
  
of	
  gasoline	
  with	
  ethanol	
  no	
  greater	
  
than	
  10	
  percent	
  

•  New	
  tesDng	
  of	
  vehicles	
  &	
  
development	
  of	
  new	
  equaDons,	
  
assuming	
  no	
  deleterious	
  emission	
  
impacts,	
  would	
  take	
  Dme	
  –	
  at	
  least	
  
three	
  years	
  

•  Arizona	
  &	
  Nevada	
  have	
  similar	
  
challenges	
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Increasing	
  Corn	
  Costs	
  

•  Corn	
  producDon	
  in	
  the	
  United	
  States	
  has	
  also	
  been	
  growing	
  
–  Increased	
  demand	
  
–  Driven	
  by	
  higher	
  ethanol	
  use	
  

•  2012	
  outlook	
  declining	
  
–  Robust	
  early	
  season	
  projecDons	
  	
  
–  Weather	
  condiDons	
  worsening	
  
–  Worsening	
  crop	
  condiDons	
  

•  Tightening	
  supply	
  has	
  resulted	
  
–  Yield	
  &	
  harvest	
  volumes	
  declining	
  	
  
–  Higher	
  market-­‐clearing	
  prices	
  

•  NegaDvely	
  impacted	
  ethanol	
  producers’	
  profitability	
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U.S.	
  Corn	
  End	
  Use	
  –	
  Percent	
  of	
  Supply	
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Data is based on estimates by USDA as of July 16, 2012 



U.S.	
  Corn	
  Ending	
  Stocks	
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Data is based on estimates by USDA 
as of July 16, 2012 
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Stocks prior to start of 2012 harvest 
forecast to be second smallest 
margin over the last 36 years. 



Drought	
  ConDnues	
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Areas impacted by 
drought expanding – 
now encompasses 88 
percent of the corn crop. 
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Not	
  Much	
  Relief	
  in	
  Sight	
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U.S.	
  Corn	
  Crop	
  CondiDon	
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Condition declining & increasingly worse compared to previous year. 

Source: USDA 
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USDA corn yield forecast for 2012 revised down 
from 166.0 to 146.0 bushels per acre. Down 0.8 
percent compared to 2011. 
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Corn	
  Futures	
  Price	
  Exceeds	
  $8	
  per	
  Bushel	
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AlternaDve	
  and	
  Renewable	
  Fuel	
  and	
  Vehicle	
  
Technology	
  Program	
  -­‐	
  Biofuels	
  Investments	
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•  AB	
  118	
  Strategic	
  Goals	
  
–  Build	
  capacity	
  of	
  California	
  firms	
  to	
  produce	
  second	
  and	
  third	
  generaDon	
  

biofuels	
  using	
  advanced	
  process	
  technologies	
  and	
  waste-­‐based	
  and	
  
alternaDve	
  feedstocks	
  

–  Move	
  California	
  away	
  from	
  iniDal	
  investments	
  in	
  first	
  generaDon	
  corn-­‐	
  
and	
  soy-­‐based	
  biofuels	
  

–  Leverage	
  knowledge,	
  technologies	
  and	
  feedstocks	
  from	
  current	
  biofuel	
  
producDon	
  base	
  

•  Resource	
  PotenDal	
  
–  California	
  waste-­‐based	
  feedstock	
  potenDal	
  for	
  2.7	
  to	
  3.1	
  billion	
  gallons	
  of	
  

fuel	
  per	
  year	
  according	
  to	
  the	
  UC	
  Davis	
  California	
  Biomass	
  Collabora1ve	
  
Report	
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Biofuels	
  Investment	
  Summary	
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•  $108	
  Million	
  in	
  AllocaDons	
  over	
  4	
  Investment	
  Plans	
  
–  $70.5	
  Million	
  in	
  Funding	
  for	
  25	
  projects	
  

•  Biogas	
  ProducDon	
  	
  
–  10	
  projects	
  totaling	
  $41.3	
  million	
  

•  Biodiesel	
  and	
  Renewable	
  Diesel	
  
–  8	
  projects	
  totaling	
  $10.5	
  million	
  

•  Ethanol	
  
–  6	
  projects	
  totaling	
  $12.6	
  million	
  

•  CEPIP 	
  	
  
–  3	
  grants	
  totaling	
  $6	
  million	
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  California Energy Commission 

QuesDons?	
  

Gordon	
  Schremp	
  (916)	
  654-­‐4887	
  
gordon.schremp@energy.ca.gov	
  


